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SUBJECT: INDONESIA BANS MERCHANT LETTERS OE CREDIT 

1. GOI HAS ANNOUNCED THAT, EFEECTIVE IMMEDIATELY, MERCHANT 
LETTERS OF CREDIT (M L/C) MAY NO LONGER BE USED TO FINANCE 
IMPORT OF GOODS INTO INDONESIA. HENCEFORTH ALL PRIVATE 
SECTOR IMPORTS MUST BE IMPORTED UNDER BANK LETTERS OF 
CREDIT (B L/CS). LATTER REQUIRES POSTING OF 40 PERCENT 

CASH DEPOSIT AT TIME L/C OPENED WITH REMAINDER PAYABLE 
UPON ARRIVAL OP GOODS IN PORT. M/LCS, ON THE OTHER HAND, 

HAD REQUIRED ONLY 25 PERCENT ADVANCE DEPOSIT (OSTENSIBLY 
TO COVER DUTIES BUT ACTUALLY TO REDUCE COMPETITIVE 
ADVANTAGE OP M L/CS OVER B L/CS) WITH REMAINDER PAYABLE ON 
BASIS OF CREDIT ARRANGEMENT WORKED OUT BETWEEN FOREIGN 
SUPPLIER AND LOCAL IMPORTER. ACCORDING TO BANK INDONESIA 
STATISTICS, IN 1976, $600 MILLION IN IMPORTS, MOSTLY 
CLASSIFIED AS ESSENTIAL GOODS, WERE PINANCED UNDER M L/CS. 

2. IN ANNOUNCING BAN ON M L/CS, GOI SAID DECISION BASED 
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ON NEED TO PROTECT DOMESTIC INDUSTRIES FROM FOREIGN-COM- 
PETITION AND TO STRENGTHEN GOVERNMENT'S ANTI-SMUGLING 
CAMPAIGN. WHILE GOVERNMENT MOVE MAY HAVE SOME LIMITED 
EFFECT IN THESE AREAS, SEEMS MORE LIKELY DECISION WAS 
TAKEN PRIMARILY TO REDUCE COMPETIVE EDGE "NON-INDIGENOUS" 
INDONESIAN BUSINESSMEN, I.E., CHINESE TRADERS, HAVE OVER 
SMALLER INDIGENOUS IMPORTERS BECAUSE OF FORMER'S ABILITY 
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TO OBTAIN LINES OF CREDIT FROM FOREIGN SUPPLIERS. 

3. LOSS OF FOREIGN LINES OF CREDIT BECAUSE OF M L/C BAN 
IS CREATING SERIOUS CASH FLOW PROBLEMS FOR MANY INDONESIAN 
FIRMS AND SOME WILL PROBABLY BE FORCED TO GO OUT OF BUSINESS. 
M L/C BAN WILL ALSO, AT LEAST MARGINALLY, HAVE 
TENDENCY TO RAISE PRICES OF SOME IMPORTS BECAUSE OF HIGHER 
INDONESIAN COST OF MONEY BORROWED TO PAY CASH FOR IMPORTS 
ON ARRIVAL. IT MAY ALSO SLIGHTLY ENCOURAGE SOURCING OF 
IMPORTS FROM COUNTRIES IN THE REGION TO REDUCE PERIOD 
MONEY IS TIED UP IN ADVANCE DEPOSITS REQUIRED FOR BANK 
LETTERS OF CREDIT. 
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